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Understanding the Clarified Auditing Standards—2012

Notice to Readers
This Audit Risk Alert is intended to provide auditors with an overview of the
clarified standards to be used in the planning and performance of a financial
statement audit.
This publication is an other auditing publication as defined in AU-C section 200,
Overall Objectives of the Independent Auditor and the Conduct of an Audit in
Accordance With Generally Accepted Auditing Standards (AICPA, Professional
Standards). Other auditing publications have no authoritative status; however,
they may help the auditor understand and apply generally accepted auditing
standards.
In applying the auditing guidance included in an other auditing publication,
the auditor should, using professional judgment, assess the relevance and appropriateness of such guidance to the circumstances of the audit. The auditing
guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on
by a senior technical committee of the AICPA.
Recognition
Anne M. Mundinger
Technical Manager
Accounting and Auditing Publications
Feedback
This Audit Risk Alert has been prepared to assist auditors in understanding
and transitioning to the clarified auditing standards. Please feel free to share
any comments that you have about the Audit Risk Alert with us. You may
e-mail these comments to A&APublications@aicpa.org.
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Understanding the Clarified Auditing Standards—2012

Introduction
.01 With the release of Statement on Auditing Standards (SASs) Nos.
122–125, the Auditing Standards Board (ASB) has substantially completed its
project to redraft all of the auditing sections in Codification of Statements on Auditing Standards (contained in AICPA Professional Standards). The issuance
of the clarified standards reflects the ASB's established clarity drafting conventions designed to make the standards easier to read, understand, and apply.
Among other improvements, generally accepted auditing standards (GAAS)
now specify more clearly the objectives of the auditor and the requirements
with which the auditor has to comply when conducting an audit in accordance
with GAAS.
.02 As the ASB redrafted the standards for clarity, it also converged the
standards with the International Standards on Auditing (ISAs), issued by the
International Auditing and Assurance Standards Board (IAASB).
.03 Although the purpose of redrafting the auditing standards is for clarity
and convergence and not to create additional requirements, auditors will need
to make some adjustments to their practices as a result of this project.

Effective Date
.04 The clarified standards generally will be effective for audits of financial
statements for periods ending on or after December 15, 2012. Thus, the clarified
standards will be effective for calendar year 2012 audits.

Impact of the Clarity Project
.05 The revisions to GAAS, although extensive, do not create many substantial requirements or change many existing requirements. Most are consistent with existing GAAS. Some, however, do contain significant changes
from the extant1 standards and require auditors to prepare accordingly. Following are details on the changes you may need to make to your practice or
methodology.

Changes to Statements on Quality Control Standards
.06 No substantive differences exist between Statement on Quality Control Standards (SQCS) No. 7, A Firm's System of Quality Control, and SQCS
No. 8, A Firm's System of Quality Control (Redrafted) (AICPA, Professional
Standards, QC sec. 10A). Firms that have references to specific paragraphs
in SQCS No. 7 in their firm's quality control methodologies will simply need
to update those references to corresponding paragraphs in SQCS No. 8. SQCS
No. 8 is effective as of January 1, 2012.
.07 This Audit Risk Alert will help you understand the clarity changes
and places where your audit procedures may change. However, the clarified
standards do not substantially change requirements related to

r
r
r

audit documentation.
auditor's communication with those charged with governance.
risk assessment standards.

1
The term extant is used throughout this Audit Risk Alert in reference to the standards that
are superseded by the clarified standards.
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external confirmations.
analytical procedures.
audit sampling.
auditing accounting estimates.
written representations.
subsequent events.
consideration of omitted procedures after the report release date.

How to Prepare for the Transition
.08 Now is the time for all auditors to start preparing for the transition
to the clarified standards, which are effective for calendar year 2012 audits. A
smooth transition requires information, education, and training.
.09 This Audit Risk Alert has been prepared to assist you in the transition. It has been organized to give you the background information on the
development of the clarified standards and identify the new requirements and
changes from the extant standards. The following paragraphs highlight some
important steps you can take to start preparing for the clarified standards and
minimize the impact of the transition on your firm and your clients.
.10 First, familiarize yourself with the clarified standards, including the
application material, appendixes, and exhibits. The ASB has redrafted its
SQCSs and SASs using a drafting convention called the clarity format. This
new format is clear, consistent, and easy to understand.2
.11 The clarity format presents each standard in these categories:

r
r
r
r
r

Introduction. The introduction explains the purpose and scope of
the standard.
Objective. The objective defines the context in which the requirements are set.
Definitions. The definitions section, included where relevant, explains specific meanings of terms in the standard.
Requirements. The requirements set out what the auditor is required to do to achieve the objective of the standard. Requirements
are expressed using the words "the auditor should" or "the auditor
must."
Application and Other Explanatory Material. "Application and
Other Explanatory Material" paragraphs are cross-referenced to
the requirements and provide further explanation of, and guidance for, carrying out the requirements of the standard. These
paragraphs are an integral part of the standard, and the auditor
is required to read and understand the entire text of the standard,
including these paragraphs, in order to understand the objectives
of the standard and apply its requirements properly.

2
The Auditing Standards Board is also clarifying the attestation standards, and the Accounting
and Review Services Committee is clarifying the compilation and review standards following this
format.

ARA-CLA .08
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.12 Other clarity drafting conventions include the following:

r
r
r

Where appropriate, special considerations relevant to audits of
smaller, less complex entities within the text of the standard
Where appropriate, special considerations relevant to audits of
governmental entities within the text of the standard
Formatting techniques, such as bullet lists, to enhance readability

.13 Next, read the summary of changes between the clarified standards
and the extant standards, which can be found in the "Summary of Changes in
Requirements From the Clarity Project" section of this Audit Risk Alert. Note
that the clarified standards are referenced by "AU-C" section numbers instead
of "AU" section numbers. AU-C is a temporary identifier used to avoid confusion
with references to existing AU sections. The AU-C identifier will revert to AU
in 2014, by which time the clarified standards become fully effective for all
engagements.
.14 To assist auditors in the transition process, the AU-C sections have
been organized into the following four parts in this Audit Risk Alert:

r
r
r
r

Part I: Substantive Changes
Part II: Primarily Clarifying Changes
Part III: Primarily Formatting Changes
Part IV: Standards Not Yet Issued in the Clarity Project

.15 After reviewing the standards and becoming familiar with the
changes, identify the timing for transitioning the clarified standards for each
engagement. For example, several new requirements may involve planning
discussions with the client early in 2012; some may affect interim testing and
other fieldwork; and some may require changes to the report. Steps your firm
can take to implement the standards may include the following:

r
r

Appoint a person or team to be in charge of the transition.

r
r

Provide training for all audit staff.

r

Consider establishing small task forces of staff at different levels
to develop revisions to the firm's audit methodologies.
Review your client base to determine those clients that will be
affected first.
Provide an overview of how the audit engagement may change for
key client personnel.

.16 Smaller firms may find it helpful to focus on the following standards,
which may affect their engagements, in this order:

r
r
r
r

AU-C section 510, Opening Balances—Initial Audit Engagements,
Including Reaudit Engagements (AICPA, Professional Standards)
AU-C section 501, Audit Evidence—Specific Considerations for
Selected Items (AICPA, Professional Standards)
AU-C section 250, Consideration of Laws and Regulations in an
Audit of Financial Statements (AICPA, Professional Standards)
AU-C sections 700, Forming an Opinion and Reporting on Financial Statements; 705, Modifications to the Opinion in the Independent Auditor's Report; and 706, Emphasis-of-Matter Paragraphs

ARA-CLA .16
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r

and Other-Matter Paragraphs in the Independent Auditor's Report (AICPA, Professional Standards)
AU-C section 800, Special Considerations—Audits of Financial
Statements Prepared in Accordance With Special Purpose Frameworks (AICPA, Professional Standards), as well as other sections
that may have particular importance to their practices

Updating Your Firm Guidance and Methodology
.17 In addition to determining any changes necessary to audit procedures
and training in accordance with your firm's quality control procedures, you
will need to revise firm guidance and audit methodology to refer to the clarified
standards. The effort required for these revisions will depend on the level of
detail of such references in your firm's methodology.
.18 As customary, SASs are codified into U.S. Auditing Standards or AU
sections. As a result of the Clarity Project, all existing AU sections have been
modified. In some cases, individual AU sections have been revised into individual clarified standards. In other cases, some AU sections have been grouped
together and revised as one or more clarified standards. As a result, topics currently associated with certain AU sections may have been retitled and assigned
to different AU-C sections in the codification.
.19 In addition, the ASB has revised the AU section number order established by SAS No. 1, Codification of Auditing Standards and Procedures
(AICPA, Professional Standards), to follow the ISA number order for all clarified AU sections for which there are comparable ISAs. This revision came from
the desire to maintain consistency with ISA convergence and make referencing
simpler for firms that use both ISAs and GAAS. Other section numbers have
been assigned for all clarified AU sections for which no corresponding ISAs exist. Appendix A, "Extant AU Sections Mapped to the Clarified AU-C Sections,"
in this Audit Risk Alert provides a schedule that maps the extant AU sections
to the AU-C sections.
.20 For the latest information to help you manage the transition to the
clarified standards, visit the "Improving the Clarity of Auditing Standards"
page at www.aicpa.org/SASClarity. Bookmark this page. It links you to the
resources you need for a smooth transition, and it is updated regularly.
.21 Additionally, AICPA guides will be updated for the clarified auditing
standards as follows:

r
r

Audit guides will be fully conformed to the clarified auditing standards in the 2012 editions.
Audit and accounting (industry) guides will be updated using a
"dual guidance" approach in 2012 editions, highlighting where
you may need to make changes to your practice or methodology,
and then will be fully conformed in the 2013 editions.

Summary of Changes in Requirements From
the Clarity Project
.22 As discussed earlier, the Clarity Project was not intended to create
additional requirements; however, some changes have been created as a result

ARA-CLA .17
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of the project that require auditors to make adjustments in their practices.
These changes are discussed in the following sections.

Part I: Substantive Changes
.23 The AU-C sections in this part of the Audit Risk Alert are considered
likely to affect the firms' audit methodology and engagements because they
contain substantive or other changes, defined as having one or both of the
following characteristics:

r
r

Change(s) to an audit methodology that may require effort to
implement
A number of small changes that, although not individually significant, may affect audit engagements

.24 The auditor may need to address the changes in these AU-C sections
early in the audit process. Some of the requirements may affect decisions to
accept an engagement, and some will need to be communicated early in the
planning process. The clarified standards are effective for periods ending on or
after December 15, 2012, and may require the auditor to apply certain of the
substantive changes as early as the planning stage for 2012 year-end audits.
The auditor needs to review these AU-C sections to identify areas that apply
to his or her practice.

Consideration of Laws and Regulations
.25 AU-C section 250 requires the performance of procedures to identify
instances of noncompliance with those laws and regulations that may have a
material effect on the financial statements. Specifically, it requires the auditor
to inspect correspondence, if any, with the relevant licensing or regulatory authorities. Because the extant standard did not require the auditor to perform
procedures to identify such instances of noncompliance unless specific information concerning possible illegal acts came to the auditor's attention, this
requirement is expected to affect current practice.
.26 Additionally, AU-C section 250 makes explicit several requirements
for the auditor that were implicit in the extant standard and, accordingly, are
not expected to change current practice, including the following:

r
r
r
r

Obtain an understanding of the legal and regulatory framework.
Obtain an understanding of how the entity is complying with that
framework.
Determine whether the auditor has a responsibility to report suspected noncompliance to parties outside the entity.
Document identified or suspected noncompliance, including the
results of any discussions about such items.

.27 AU-C section 250 states that because of the inherent limitations of
an audit, some material misstatements in the financial statements may not be
detected, even though the audit is properly planned and performed in accordance with GAAS. The concept described as "inherent limitations of an audit"
is different from the concept of "no assurance" in the extant standard, which,
in relation to indirect illegal acts, states that an audit performed in accordance
with GAAS provides no assurance that noncompliance with laws and regulations will be detected or that any contingent liabilities that may result will be

ARA-CLA .27
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disclosed. The differing descriptions of these concepts are not expected to affect
current practice.
.28 The requirement in the extant standard to obtain a written representation from management concerning the absence of noncompliance with laws or
regulations is included in AU-C section 580, Written Representations (AICPA,
Professional Standards).
.29 AU-C section 250 supersedes AU section 317, Illegal Acts by Clients
(AICPA, Professional Standards).

Communicating Internal Control Related Matters
.30 AU-C section 265, Communicating Internal Control Related Matters
Identified in an Audit (AICPA, Professional Standards), adds two new requirements for communication of internal control matters and makes explicit two
requirements that were implicit in the extant standards.
.31 AU-C section 265 adds the following two new requirements:

r

r

It requires the auditor to communicate, in writing or orally, only to
management, other deficiencies in internal control identified during the audit that have not been communicated to management
by other parties and that, in the auditor's professional judgment,
are of sufficient importance to merit management's attention. The
ASB does not view this new requirement as a difference from the
extant standard because auditor judgment is the sole determinant
regarding whether a deficiency, other than a material weakness
or a significant deficiency, is of sufficient importance to communicate to management. Likewise, the extant standard does not
preclude the auditor from communicating other internal control
matters to management if the auditor believes it is important to
do so.
It requires the auditor to include in the written communication an
explanation of the potential effects of the significant deficiencies
and material weaknesses identified. The ASB believes management, and those charged with governance, need this information
to enable them to take appropriate remedial action. Further, the
ASB does not believe this requires additional effort by the auditor
because the potential effects would have been considered as part
of the evaluation of the severity of the deficiency. The potential
effects of this requirement do not need to be quantified.

.32 For audits in which the auditor was engaged to report on the effectiveness of an entity's internal control over financial reporting under AT section
501, An Examination of an Entity's Internal Control Over Financial Reporting
That Is Integrated With an Audit of Its Financial Statements (AICPA, Professional Standards), the preceding items are not required because they are
already included within the examination requirements.
.33 AU-C section 265 also makes explicit two requirements that were
implicit in the extant standards and, accordingly, are not expected to change
current practice:

r

ARA-CLA .28

It requires the auditor to determine whether, on the basis of the
audit work performed, the auditor has identified one or more deficiencies in internal control.

r
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It requires the auditor to include specific matters in the optional
written communication stating that no material weaknesses were
identified during the audit. The new language is similar to that
used in the written communication of significant deficiencies and
material weaknesses presented in an illustrative example in the
extant standard, but not explicitly required.

.34 Appendix B, "AU-C Section 265: Illustrative Auditor's Written Communication," in this Audit Risk Alert provides a sample illustrative written
communication.
.35 AU-C section 265 supersedes AU section 325, Communicating Internal Control Related Matters Identified in an Audit (AICPA, Professional
Standards).

Related Parties
.36 AU-C section 550, Related Parties (AICPA, Professional Standards),
shifts the focus of the audit to looking at the risk of material misstatements
from related parties, regardless of which financial reporting framework is used.
The shift to a risk-based approach to auditing related parties may be significant for audits of financial statements prepared in accordance with an other
comprehensive basis of accounting (OCBOA). AU-C section 550 is framework
neutral, encompassing financial reporting frameworks in addition to accounting principles generally accepted in the United States of America (GAAP),
such as International Financial Reporting Standards as promulgated by the
International Accounting Standards Board, as well as special purpose frameworks described in AU-C section 800. Note that the objectives, requirements,
and definitions in AU-C section 550 are applicable irrespective of whether the
applicable financial reporting framework establishes requirements for related
party disclosures.
.37 AU-C section 550 supersedes AU section 334, Related Parties (AICPA,
Professional Standards). The extant standard focuses on auditing the amounts
and disclosures pursuant to GAAP and centers on the provisions of Financial
Accounting Standards Board (FASB) Accounting Standards Codification (ASC)
850, Related Party Disclosures.

Group Audits
.38 AU-C section 600, Special Considerations—Audits of Group Financial
Statements (Including the Work of Component Auditors) (AICPA, Professional
Standards), specifically articulates the procedures necessary for a group engagement team to perform when auditing group financial statements. The
requirements of AU-C section 600 may affect a firm's decision whether to accept or continue an engagement. In addition, a major area of change addresses
effective communication with, and supervision of, the component auditor.
.39 The clarified standard identifies a group audit as the audit of group
financial statements, that is, financial statements that include the financial
information of more than one component. A group audit exists, for example,
when management prepares financial information that is included in the group
financial statements related to a function, process, product or service, or geographical location (subsidiary in a foreign country). Group audits usually, but
not always, include the work of component auditors. A component auditor performs work on financial information related to a component of the group that
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the group engagement team will use for the group audit and can be an auditor
within the same audit firm (member office firm in another city or country) or a
different audit firm. A component auditor would include, for example, another
auditor or an audit team from another office that performs inventory testing
in remote locations for the group auditor.
.40 AU-C section 600 is significantly broader in scope than the extant
standard. It shifts the focus of the audit from how to conduct an audit that
involves other auditors to how to conduct an effective audit of group financial
statements (see the subsequent section, "Terminology"). AU-C section 600 includes requirements of GAAS established in other standards that are applied
in audits of group financial statements. AU-C section 600 strengthens existing
standards by making it easier for auditors to understand and apply the requirements of GAAS, such as those contained in the risk assessment standards, in
the context of an audit of group financial statements. The extant standard was
written in 1972 and, thus, does not take into consideration the risk assessment
standards.

Differences in Focus and Approach
.41 Because AU-C section 600 is based on ISA 600, Special
Considerations—Audits of Group Financial Statements (Including the Work
of Component Auditors), the scope of AU-C section 600, including its objective,
requirements, and guidance, has been significantly expanded from the scope of
the extant standard. AU-C section 600 specifically articulates the procedures
necessary for the group engagement team to perform in order to be involved
with component auditors to the extent necessary for an effective audit and,
compared with the extant standard, better articulates the degree of involvement required when reference is made to component auditors in the auditor's
report.
.42 The requirements of AU-C section 600 address the following:

r
r
r
r
r
r
r

Acceptance and continuance considerations
The group engagement team's process to assess risk
The determination of materiality to be used to audit the group
financial statements
The determination of materiality to be used to audit components
The selection of components and account balances for audit testing
Communications between the group engagement team and component auditors
Assessing the adequacy and appropriateness of audit evidence by
the group engagement team in forming an opinion on the financial
statements

.43 In situations when the group engagement partner does not make reference to a component auditor in the auditor's report on the group financial
statements, all the requirements of AU-C section 600 apply, when relevant, in
the context of the specific group audit engagement. Highlights of the requirements, particularly those that represent a change from existing standards,
follow.
.44 In situations when the group engagement partner decides to make
reference to a component auditor in the audit report on the group financial
statements, certain of the requirements of AU-C section 600 do not apply. Note

ARA-CLA .40
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that, although AU-C section 600 is based on ISA 600, ISA 600 does not permit
reference to a component auditor in the auditor's report on the group financial
statements. This is the most significant area of divergence between the clarified
standards and the ISAs.

Terminology
.45 As previously mentioned, AU-C section 600 includes several new
terms, as well as certain revised terms, from the extant standard. The term
group is introduced, which is defined as "all the components whose financial
information is included in the group financial statements. A group always has
more than one component." Component is defined as "an entity or business
activity for which group or component management prepares financial information that is required by the applicable financial reporting framework to be
included in the group financial statements." Group financial statements are
defined as "financial statements that include the financial information of more
than one component."
.46 The term principal auditor, which is used in the extant standard,
is not used in AU-C section 600 and has been replaced by the terms group
engagement partner, group engagement team, or auditor of the group financial
statements.
.47 The definition of group engagement partner is aligned with the definition of engagement partner provided in AU-C section 220, Quality Control for
an Engagement Conducted in Accordance With Generally Accepted Auditing
Standards (AICPA, Professional Standards), as follows: "The partner or other
person in the firm who is responsible for the group audit engagement and its
performance and for the auditor's report on the group financial statements that
is issued on behalf of the firm."
.48 The group engagement partner is the individual responsible for

r
r

the direction, supervision, and performance of the group audit
engagement in compliance with professional standards and regulatory and legal requirements, and
determining whether the auditor's report that is issued is appropriate in the circumstances.

.49 However, the group engagement partner may be assisted in fulfilling
his or her responsibilities by the group engagement team or, as appropriate
in the circumstances, by the firm. To help distinguish when such assistance is
permitted, AU-C section 600 uses the terms group engagement partner, group
engagement team, and auditor of the group financial statements.
.50 Requirements to be undertaken by the group engagement partner
are addressed to the group engagement partner. When the group engagement
team may assist the group engagement partner in fulfilling a requirement,
the requirement is addressed to the group engagement team. When it may
be appropriate in the circumstances for the firm to fulfill a requirement, the
requirement is addressed to the auditor of the group financial statements.
.51 Group engagement team is defined as "partners, including the group
engagement partner, and staff who establish the overall group audit strategy,
communicate with component auditors, perform work on the consolidation process, and evaluate the conclusions drawn from the audit evidence as the basis
for forming an opinion on the group financial statements." Note that auditors
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who do not meet the definition of a member of the group engagement team are
considered to be component auditors. Thus, a component auditor may work for
a network firm of the group engagement partner's firm or may even work for a
different office of the same firm.

Acceptance and Continuance
.52 An overall difference between AU-C section 600 and the extant standard is the change in focus when determining whether to accept or continue the
engagement. AU-C section 600 bases that determination on whether the auditor believes he or she will be able to obtain sufficient appropriate audit evidence
over the group financial statements, including whether the group engagement
team will have appropriate access to information. The extant standard bases
that determination on whether the auditor would be able to sufficiently participate in the group audit in order to be the principal auditor.
.53 Note that this approach means a change in the mindset of the group
engagement partner from considering the group engagement team's coverage
of the principal amounts and reliance on other (component) auditors to considering the sufficiency of the group engagement team's involvement in the
performance of the audit, including involvement in the work of the component
auditors.

Link to the Risk Assessment Standards
.54 In aligning with ISA 600, AU-C section 600 focuses on the application of the risk assessment standards to the performance of the group audit,
including references and discussion of their specific application in group audit
situations.

Involvement With, and Understanding of, Component Auditors
.55 The clarified standard requires the group engagement team to gain an
understanding of the component auditor. This understanding includes certain
aspects that are already covered by the extant standard, such as competence
and independence, as well as additional areas, such as a determination of the
extent to which the group engagement team will be able to be involved in the
work of the component auditor.
.56 Once an understanding of the component auditor has been gained, the
group engagement partner may choose to either

r
r

assume responsibility for, and, thus, be required to be involved
in, the work of component auditors, insofar as that work relates
to the expression of an opinion on the group financial statements
or
not assume responsibility for, and, accordingly, make reference
to, the audit of a component auditor in the auditor's report on the
group financial statements.

.57 Involvement in the work performed by a component auditor will involve the group engagement team undertaking the following actions:

r
r
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audit response. These may be performed together with the component auditor or by the group engagement team.

Materiality
.58 The clarified standard requires the group engagement team to determine materiality and performance materiality for the group as a whole, as well
as component materiality (that is, the materiality to be used to audit the financial information of a component for purposes of the group audit). The extant
standard does not provide guidance on the application of materiality in the audit of group financial statements. Component materiality is determined by the
group engagement team, regardless of whether the group engagement partner
is making reference to the audit of a component auditor. For purposes of the
group audit, component materiality is required to be lower than group materiality in order to reduce the risk that the aggregate of detected and undetected
misstatements in the group financial statements exceeds the materiality for
the group financial statements as a whole.

Responding to Assessed Risks
.59 AU-C section 600 builds on the principle in the extant standard that,
in order to achieve a proper review of matters affecting the consolidating or
combining of accounts in the financial statements, the principal auditor should
adopt appropriate measures to assure the coordination of activities with those
of the other auditor. AU-C section 600 includes requirements and guidance
relating to work to be performed on all components for which the group engagement partner is assuming responsibility for the work of the component
auditor, regardless of whether that work is performed by the group engagement
team or component auditors. It includes requirements and guidance specifying
the nature, timing, and extent of the group engagement team's involvement
in the work of the component auditors, particularly when performing work on
significant components.
.60 A significant component is defined in AU-C section 600 as "a component
identified by the group engagement team that

r
r

is of individual financial significance to the group or
due to its specific nature or circumstances, is likely to include
significant risks of material misstatement of the group financial
statements."

.61 For components that are financially significant, an audit of the component's financial information is performed. For components considered significant due to their likelihood of including significant risks of material misstatements, an audit or other audit procedures are performed. For components that
are not significant, the group engagement team performs analytical procedures
at the group level.
.62 AU-C section 600 also includes requirements and guidance related
to the group wide internal controls, the consolidation process, and subsequent
events.

Communication With Others and Documentation
.63 The clarified standard requires the group engagement team to communicate specific items to the component auditor and request that the component auditor also communicate with the group engagement team about certain
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matters. Specific items are also required to be communicated to group management or those charged with governance of the group, or both.
.64 The clarified standard also requires explicit documentation, including
an analysis of the group's components indicating the significant components
and type of work performed on the components.

Other Changes
.65 In order for reference to the component auditor to be made in the
auditor's report on the group financial statements, the component financial
statements need to be prepared using the same financial reporting framework
as the group financial statements, and the component auditor has to have performed an audit on the financial statements of the component in accordance
with GAAS or, when required by law or regulation, auditing standards promulgated by the Public Company Accounting Oversight Board (PCAOB). The ASB
believes that this requirement makes explicit what is implicit in the extant
standard.
.66 The AICPA is developing an Audit Risk Alert, Group Audits, which will
be available spring 2012 and will provide additional guidance for implementing
this standard.
.67 AU-C section 600 supersedes AU section 543, Part of Audit Performed
by Other Independent Auditors (AICPA, Professional Standards).

Auditors Reports
.68 AU-C sections 700, 705, and 706 include auditor report changes describing management's responsibility, the use of headings, and the introduction
of the two new terms emphasis-of-matter and other-matter paragraphs replacing the term explanatory paragraph.
.69 These clarified standards include close integration with AU-C sections
210, Terms of Engagement (AICPA, Professional Standards), and 580.
.70 AU-C section 700, Forming an Opinion and Reporting on Financial
Statements (AICPA, Professional Standards), includes a requirement to describe management's responsibility for the preparation and fair presentation
of the financial statements in more detail than what was required in the extant standards. The description includes an explanation that management is
responsible for the preparation and fair presentation of the financial statements in accordance with the applicable financial reporting framework, and
that this responsibility includes the design, implementation, and maintenance
of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or
error. This clarified standard also includes the use of headings throughout the
auditor's report to clearly distinguish each section of the report.
.71 AU-C section 706 introduces and describes

r
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r

of the auditor, consistent with current practice. However, all such
paragraphs are to be considered emphasis-of-matter paragraphs
because they are intended to draw the users' attention to a particular matter.
an other-matter as a paragraph included in the auditor's report
that refers to a matter other than those presented or disclosed
in the financial statements that, in the auditor's judgment, is
relevant to the users' understanding of the audit, the auditor's
responsibilities, or the auditor's report.

.72 Accordingly, the term explanatory paragraph is no longer to be included in GAAS. Instead, additional communications in the auditor's report
are labeled as either "emphasis-of-matter" or "other-matter" paragraphs. AUC section 706 requires an emphasis-of-matter or other-matter paragraph to
always follow the opinion paragraph and to be included in a separate section of
the auditor's report under the heading "Emphasis of Matter" or "Other Matter."
.73 AU-C section 705 has no significant changes from the extant
standard.3
.74 AU-C sections 700, 705, and 706 supersede AU section 410, Adherence
to Generally Accepted Accounting Principles; paragraphs .01–.02 of AU section
530, Dating of the Independent Auditor's Report; and paragraphs .01–.11, .14–
.15, .19–.32, .35–.52, .58–.70, and .74–.76 of AU section 508, Reports on Audited
Financial Statements (AICPA, Professional Standards).

Part II: Primarily Clarifying Changes
.75 The AU-C sections discussed in this part of the Audit Risk Alert have
primarily clarifying changes that are intended to explicitly state what may
have been implicit in the extant standards, which, over time, resulted in diversity in practice. Certain of these clarified standards address management
responsibilities that may need to be communicated to clients early in the planning stage. Some of these requirements may already be performed in practice,
although not explicitly required by the extant standards. Most notably, certain
of the new requirements shift the timing of certain requirements from the reporting stage of an audit to the planning stage. The new requirements in this
section may not have a substantial impact, but may result in adjustments to
the timing and responsibilities of the auditor and his or her clients, and will
need to be reviewed by the auditor to ensure that all requirements have been
properly addressed.

Terms of Engagement
.76 AU-C section 210 requires the auditor to establish an understanding
regarding services to be performed for each engagement (new and continuing)
and to document that understanding through a written communication with

3
Although AU-C section 705, Modifications to the Opinion in the Independent Auditor's Report
(AICPA, Professional Standards) is discussed here with the other AU-C section 700, Forming an
Opinion and Reporting on Financial Statements (AICPA, Professional Standards), reporting sections,
it primarily contains formatting changes and, thus, if separately categorized, would be included in
part III, "Primarily Formatting Changes," of this Audit Risk Alert, as denoted in appendix A, "Extant
AU Sections Mapped to the Clarified AU-C Sections."
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the client. Appendix C, "AU-C Section 210: Example of an Audit Engagement
Letter," in this Audit Risk Alert provides a sample audit engagement letter.

Financial Reporting Framework
.77 The clarified standard requires the auditor to determine whether the
financial reporting framework to be applied in the preparation of the financial
statements is acceptable. The auditor's responsibility for determining the acceptability of the applicable financial reporting framework, which is necessary
in order to express an opinion on the financial statements, has been implicit in
GAAS. It is appropriate that this determination be performed in conjunction
with accepting the engagement.
.78 The clarified standard requires the auditor to obtain management's
agreement that it acknowledges and understands its responsibility for selecting the appropriate financial reporting framework, establishing and maintaining internal control, and providing access and information to the auditor. The
extant standard requires the auditor to establish an understanding with management that includes management's responsibilities, including the selection
and application of financial reporting, establishing and maintaining internal
control, and making all financial records and related information available to
the auditor as matters that may be included in the understanding established
with the client. Thus, a level of detail that is suggested in the extant standard
is now a requirement. The ASB believes that it is appropriate to require that
management's responsibilities be explicit in the engagement letter because
there is no point in starting an audit if management won't acknowledge its
responsibilities.

Imposed Limitation on the Scope
.79 If management, or those charged with governance of an entity, that is
not required by law or regulation to have an audit impose a limitation on the
scope of the auditor's work in the terms of a proposed audit engagement, such
that the auditor believes the limitation will result in the auditor disclaiming
an opinion on the financial statements as a whole, the auditor should not accept such a limited engagement as an audit engagement unless the audit is
required by law or regulation. AU-C section 210 requires that, unless required
by law or regulation to do so, the auditor should not accept the engagement if
the auditor has determined that the applicable financial reporting framework
is not acceptable or if the agreement with management that it acknowledges
and understands its responsibility for selecting the appropriate financial reporting framework has not been obtained. Existing GAAS does not contain
these requirements. Thus, these changes in requirements will affect current
practice.

Recurring Audits
.80 For recurring audits, the clarified standard requires the auditor to
assess whether circumstances require the terms of the audit engagement to be
revised. If the auditor concludes that the terms of the engagement need not be
revised, the auditor should remind the entity of the terms of the engagement
by means of a new engagement letter or a reminder, either written or oral,
that the responsibilities in the previous terms of engagement still apply. The
extant standard requires that the auditor should establish an understanding
with the client for each engagement, which, in practice, may not result in a
reminder each year for recurring audits. AU-C section 210 also requires that
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the reminder, which may be written or oral, should be documented. These
requirements may affect current practice, depending on how the extant standard has been interpreted.

Changing Level of Assurance
.81 AU-C section 210 addresses situations in which the auditor is requested to change the audit engagement to an engagement that conveys a lower
level of assurance. These situations are addressed in Statements on Standards
for Accounting and Review Services; thus, including these requirements in
GAAS will not affect current practice.

Legal or Regulatory Requirements to the Auditor’s Report
.82 Additionally, AU-C section 210 addresses situations in which the law
or regulations prescribe the layout or wording of the auditor's report in a form
or in terms that are significantly different from the requirements of GAAS.
Extant standards require that, in such circumstances, the auditor reword the
prescribed form or attach a separate report. AU-C section 210 includes the
explicit requirement that if the auditor determines that rewording the prescribed form or attaching a separate report would not be permitted or would
not mitigate the risk of users misunderstanding the auditor's report, the auditor should not accept the engagement. Thus, this change in requirement may
affect current practice.
.83 AU-C section 210 supersedes paragraphs .05–.10 of AU section 311,
Planning and Supervision, and paragraphs .03, .05–.10, and .14 of AU section
315, Communications Between Predecessor and Successor Auditors (AICPA,
Professional Standards).

Quality Control for Audit Engagements
.84 AU-C section 220 contains requirements and application material that
address specific responsibilities of the auditor regarding quality control procedures for an audit of financial statements. This clarified standard strengthens
the requirements of the extant standard by making it easier for auditors to
understand and apply those quality control procedures that apply to an audit
of financial statements (the extant standards do not contain explicit requirements regarding quality control procedures). However, because these procedures are required by SQCS No. 7, they should not affect current practice.
SQCS No. 8 superseded SQCS No. 7 on January 1, 2012, and no substantive
differences exist between the two standards. One perceived change that may
affect many firms is that SQCS No. 8 makes clear that monitoring has to include review of complete engagements; it cannot all come from preissuance
reviews.
.85 Quality control systems, policies, and procedures are the responsibility
of the audit firm. AU-C section 220 specifies quality control procedures at the
engagement level that assist the auditor in achieving the objectives of the
quality control standards and addresses requirements for supervision in an
audit that are included in the extant standard but have not been included in
AU-C section 300, Planning an Audit (AICPA, Professional Standards).
.86 AU-C section 220 supersedes AU section 161, The Relationship of
Generally Accepted Auditing Standards to Quality Control Standards (AICPA,
Professional Standards).
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Using a Service Organization
.87 AU-C section 402, Audit Considerations Relating to an Entity Using a Service Organization (AICPA, Professional Standards), makes certain
changes to the auditor's report, adds new requirements for the auditor to conduct communications with client management about the service organization,
and requires the auditor to evaluate the impact of certain matters to his or her
audit procedures.
.88 AU-C section 402 changes the extant standard in the following ways:

r
r

r

r

A user organization is now known as a user entity.
A user auditor is permitted to make reference to the work of a service auditor in the user auditor's report to explain a modification
of the user auditor's opinion. In such circumstances, AU-C section
402 requires the user auditor's report to indicate that such reference does not diminish the user auditor's responsibility for that
opinion. (As in the extant standard, the user auditor is prohibited
from making reference to the work of a service auditor in a user
auditor's report containing an unmodified opinion.)
AU-C section 402 requires a user auditor to inquire of management of the user entity about whether the service organization has
reported to the user entity any fraud, noncompliance with laws
and regulations, or uncorrected misstatements. If so, it requires
the user auditor to evaluate how such matters affect the nature,
timing, and extent of the user auditor's further audit procedures.
In determining the sufficiency and appropriateness of the audit
evidence provided by a service auditor's report, the user auditor
should be satisfied regarding the adequacy of the standards under
which the service auditor's report was issued.

.89 AU-C section 402 contains guidance only for user auditors. Guidance
for service auditors is contained in Statement on Standards for Attestation
Engagements No. 16, Reporting on Controls at a Service Organization (AICPA,
Professional Standards, AT sec. 801).
.90 AU-C section 402 supersedes AU section 324, Service Organizations
(AICPA, Professional Standards).

Audit Evidence-Specific Considerations
.91 AU-C section 501 combines the requirements and guidance from extant AU section 331, Inventories; 332, Auditing Derivative Instruments, Hedging Activities and Investments in Securities; and 337, Inquiry of a Client's
Lawyer Concerning Litigation, Claims, and Assessments (AICPA, Professional
Standards).4
4
Many of the requirements of extant AU section 332, Auditing Derivative Instruments, Hedging
Activities and Investments in Securities (AICPA, Professional Standards), are essentially the same
as requirements in other clarified standards, primarily AU-C section 540, Auditing Accounting
Estimates, Including Fair Value Accounting Estimates and Related Disclosures (AICPA, Professional
Standards), and the suite of standards known as the risk assessment standards, which includes
AU-C sections 501, Audit Evidence—Specific Considerations for Selected Items; 320, Materiality in
Planning and Performing an Audit; 450, Evaluation of Misstatements Identified During the Audit;
300, Planning an Audit; 315, Understanding the Entity and Its Environment and Assessing the Risks
of Material Misstatement; and 330, Performing Audit Procedures in Response to Assessed Risks and
Evaluating the Audit Evidence Obtained (AICPA, Professional Standards).
(continued)
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.92 AU-C section 501 takes a more principles-based approach to determining whether to seek direct communication with the entity's lawyers than the
extant standard. It requires the auditor to seek direct communication with the
entity's external legal counsel (through a letter of inquiry) only if the auditor
assesses a risk of material misstatement regarding litigation or claims or when
audit procedures performed indicate that material litigation or claims may exist. (Extant AU section 337 states, in part, that "the auditor should request the
client's management to send a letter of inquiry to those lawyers with whom
management consulted concerning litigation, claims, and assessments.") AU-C
section 501 requires the auditor to document the basis for any determination
not to seek direct communication with the entity's legal counsel.
.93 Requirements and guidance addressing auditing investments accounted for using the equity method have been excluded from AU-C section
501 because the auditing of equity investees is addressed more broadly by
AU-C section 600.
.94 AU-C section 501 supersedes AU section 331; 332; 337; 337A,
Appendix—Illustrative Inquiry Letter to Legal Counsel; and 337C, Exhibit II—
American Bar Association Statement of Policy Regarding Lawyers' Responses
to Auditors' Requests for Information (AICPA, Professional Standards). It rescinds AU section 337B, Exhibit I—Excerpts From Financial Accounting Standards Board Accounting Standards Codification 450, Contingencies, and 901,
Public Warehouses—Controls and Auditing Procedures for Goods Held (AICPA,
Professional Standards).

External Confirmations
.95 AU-C section 505, External Confirmations (AICPA, Professional Standards), provides additional application material regarding the use of oral responses to confirmation requests as audit evidence. The extant standard notes
that an oral confirmation should be documented, implying that it is acceptable
to have an oral confirmation. AU-C section 505 requires the auditor to obtain
written confirmations; additional audit procedures may be necessary in order
to meet this requirement. For example, the auditor may need to send additional
confirmation follow-ups to avoid additional audit work.
.96 Although AU-C section 505 provides guidance regarding the use of oral
responses to confirmation requests as audit evidence, it specifically clarifies
that the receipt of an oral response to a confirmation request does not meet the
definition of an external confirmation. It provides guidance on how the response
may be considered part of alternative procedures performed in order to obtain
sufficient appropriate audit evidence.
.97 AU-C section 505 also addresses the responsibilities of the auditor
when management refuses to allow the auditor to send a confirmation request.
These responsibilities include communicating with those charged with governance if the auditor concludes that management's refusal is unreasonable or
if the auditor is unable to obtain relevant and reliable audit evidence from
(footnote continued)
The ASB concluded that the application of those requirements in the other clarified standards to
the subject matter addressed by the extant standard is most appropriately addressed as interpretive
guidance in the AICPA Audit Guide Auditing Derivative Instruments, Hedging Activities, and
Investments in Securities. Consideration of these requirements, and related application guidance,
will be a specific focus in updating the Audit Guide.
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alternative audit procedures. These procedures are not required by the extant
standard.
.98 In AU-C section 505, the definition of external confirmation includes
audit evidence obtained by electronic or other medium (for example, through
the auditor's direct access to information held by a third party). AU-C section
505 also clarifies the following in regards to such:

r
r
r

Access to the information must come from the third party.
Access provided by management to the auditor does not meet the
definition of an external confirmation.
Even when audit evidence is received from external sources, the
auditor must consider the risk that the electronic confirmation
process is not secure or is improperly controlled.

.99 The presumptively mandatory requirement in the extant standard to
confirm accounts receivable is included in AU-C section 330, Performing Audit
Procedures in Response to Assessed Risks and Evaluating the Audit Evidence
Obtained (AICPA, Professional Standards). The requirement is placed in that
clarified standard because it is part of the process of determining the appropriate audit procedures to perform. AU-C section 505 presumes that the auditor
has already determined that an external confirmation is the appropriate audit
procedure.
.100 AU-C section 505 supersedes AU section 330, The Confirmation Process (AICPA, Professional Standards).

Opening Balances on Initial and Reaudit Engagements
.101 AU-C section 510 strengthens existing standards by making clear
that reviewing a predecessor auditor's audit documentation cannot be the only
procedure performed to obtain sufficient appropriate audit evidence regarding
opening balances and clarifies that initial audit engagements include reaudits.
Appendix D, "AU-C section 510: Illustrative Report With Disclaimer of Opinion," in this Audit Risk Alert provides an illustrative report with a disclaimer
of opinion on results of operations and cash flows and unmodified opinion on
financial position.
.102 Although the extant standards do not explicitly state that reviewing
a predecessor auditor's audit documentation is all that needs to be performed
to obtain sufficient appropriate audit evidence regarding opening balances, the
ASB felt that this clarification needed to be made because the perception of
many auditors is that this procedure alone is sufficient.
.103 AU-C section 510 incorporates guidance from ISA 510, Initial Audit
Engagements—Opening Balances, which requires the auditor to obtain sufficient appropriate audit evidence about whether
a. opening balances contain misstatements that materially affect the
current period's financial statements, and
b. accounting policies reflected in the opening balances have been consistently applied in the current period's financial statements and
whether changes in the accounting policies have been properly accounted for and adequately presented and disclosed in accordance
with the applicable financial reporting framework.
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.104 AU-C section 510 supersedes paragraphs .01–.02, .04, .11–.13, and
.15–.23 of AU section 315.

Using the Work of An Auditor’s Specialist
.105 AU-C section 620, Using the Work of an Auditor's Specialist (AICPA,
Professional Standards), is expected to affect current practice because it creates
incremental documentation requirements. The extant standard on this topic
specifically scopes out from the standard the use of specialists employed by the
firm who participate in the audit. However, the clarified standard encompasses
these in-house firm specialists.
.106 The extant standard also provides requirements and guidance addressing the use of management's specialist. They have now been included in
AU-C section 501 under the view that audit evidence produced by management's experts (internal or external) needs to be evaluated by the auditor for
relevance and reliability like any other audit evidence.
.107 AU-C section 620 supersedes AU section 336, Using the Work of a
Specialist (AICPA, Professional Standards).

Consistency of Financial Statements
.108 AU-C section 708, Consistency of Financial Statements (AICPA, Professional Standards), requires the auditor to compare and evaluate changes
and material reclassifications of prior year financial statements to possible
changes in accounting principle or adjustment to correct an error in previously
issued financial statements. It also requires the auditor to evaluate a material change in financial statement classification and the related disclosure to
determine whether such a change is also either a change in accounting principle or an adjustment to correct a material misstatement in previously issued
financial statements. If so, the requirements in the clarified standard apply.
.109 AU-C section 708 also recognizes that the applicable financial reporting framework usually sets forth the method of accounting for accounting
changes; therefore, the references to accounting guidance previously included
in the extant standard have not been included.
.110 Furthermore, to reflect a more principles-based approach to standard
setting, certain requirements that are duplicative of broader requirements in
the extant standard are included in the "Application and Other Explanatory
Material" section in AU-C section 708.
.111 AU-C section 708 supersedes AU section 420, Consistency of Application of Generally Accepted Accounting Principles (AICPA, Professional Standards).

Special Purpose Frameworks
.112 AU-C section 800 replaces "OCBOA" with "special purpose framework" and provides additional requirements for the auditor in addressing special considerations in the application of the standards to an audit of financial
statements prepared in accordance with a special purpose framework.
.113 Special purpose frameworks are limited to cash, tax, regulatory, or
contractual bases of accounting, commonly referred to as OCBOAs. The term
OCBOA is replaced with the term special purpose framework, which no longer
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includes a definite set of criteria having substantial support that is applied to
all material items appearing in financial statements.
.114 The clarified standard

r
r

r

r

r
r
r

requires the auditor to obtain an understanding of (a) the purpose
for which the financial statements are prepared, (b) the intended
users, and (c) the steps taken by management to determine that
the special purpose framework is acceptable in the circumstances.
requires the auditor to obtain management's agreement that it
acknowledges and understands its responsibility to include all informative disclosures that are appropriate for the special purpose
framework used to prepare the financial statements, including,
but not limited to, additional disclosures beyond those required
by the applicable financial reporting framework that may be necessary to achieve fair presentation, and to evaluate whether such
disclosures are necessary.
the auditor, in the case of special purpose financial statements
prepared in accordance with a contractual basis of accounting, to
obtain an understanding of any significant interpretations of the
contract that management made in the preparation of those financial statements and to evaluate whether the financial statements
adequately describe such interpretations.
requires the auditor to provide the explanation of management's
responsibility for the financial statements in the auditor's report
and make reference to management's responsibility for determining that the applicable financial reporting framework is acceptable in the circumstances, when management has a choice of financial reporting frameworks in the preparation of the financial
statements.
the auditor's report, in the case of financial statements prepared
in accordance with a regulatory or contractual basis of accounting, to describe the purpose for which the financial statements
are prepared or refer to a note in the special purpose financial
statements that contains that information.
requires the auditor's report to include an emphasis-of-matter
paragraph under an appropriate heading that, among other
things, states that the special purpose framework is a basis of
accounting other than GAAP.
requires the auditor's report to include specific elements if the
auditor is required by law or regulation to use a specific layout,
form, or wording of the auditor's report.

.115 AU-C section 800 supersedes AU section 544, Lack of Conformity
With Generally Accepted Accounting Principles, and AU section 623, Special
Reports (AICPA, Professional Standards), except paragraphs .19–.21.

Single Financial Statements and Specific Elements, Accounts, or Items
.116 AU-C section 805, Special Considerations—Audits of Single Financial Statements and Specific Elements, Accounts, or Items of a Financial
Statement (AICPA, Professional Standards), changes certain implicit requirements from the extant standards to explicit requirements, such as determining
whether the audit is practicable and whether the auditor is able to perform
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procedures on interrelated items. It also provides certain new requirements for
stand-alone statements regarding the type of opinion permitted in regards to
the opinion issued on the complete set of financial statements.
.117 AU-C section 805 addresses special considerations in the application
of GAAS to an audit of a single financial statement or of a specific element,
account, or item of a financial statement. It does not apply to a component auditor's report issued as a result of work performed on the financial information
of a component at the request of a group engagement team for purposes of an
audit of group financial statements. It explains that a single financial statement and specific element include the related notes, which ordinarily comprise
a summary of significant accounting policies and other relevant explanatory
information.
.118 The clarified standard

r

r
r
r
r
r

r

requires the auditor, if the auditor is not also engaged to audit
the entity's complete set of financial statements, to determine
whether the audit of a single financial statement or a specific
element is practicable and to determine whether the auditor will
be able to perform procedures on interrelated items. In the case of
an audit of a specific element that is, or is based upon, the entity's
stockholders' equity or net income (or the equivalents thereto),
it requires the auditor to perform procedures necessary to obtain
sufficient appropriate audit evidence about the financial position
or results of operations, respectively.
requires the auditor to obtain an understanding of (a) the purpose for which the single financial statement or specific element
is prepared, (b) the intended users, and (c) the steps taken by
management to determine that the application of the applicable
financial reporting framework is acceptable in the circumstances.
requires the auditor to determine the acceptability of the financial
reporting framework, including whether its application will result
in a presentation that provides adequate disclosures to enable the
intended users to understand the information conveyed and the
effect of material transactions and events on such information.
requires the auditor, if the auditor undertakes an engagement
to audit a single financial statement or a specific element in conjunction with an engagement to audit the complete set of financial
statements, to issue a separate auditor's report and express a separate opinion for each engagement.
requires the auditor, in the report on a specific element, to indicate
the date of the auditor's report on the complete set of financial
statements and, under an appropriate heading, the nature of the
opinion expressed.
permits, except as otherwise indicated, an audited single financial
statement or a specific element to be published together with the
audited complete set of financial statements, provided that the
presentation of the single financial statement or specific element
is sufficiently differentiated from the complete set of financial
statements.
requires the auditor, if the opinion in the auditor's report on the
complete set of financial statements is modified, to determine the
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effect that this may have on the auditor's opinion on a single
financial statement or specific element. In the case of an audit of
a specific element, if the modified opinion is relevant to the audit
of the specific element, it requires the auditor to

r

r
r

r

—

express an adverse opinion on the specific element when
the modification on the complete set of financial statements arises from a material misstatement.

—

disclaim an opinion on the specific element when the
modification on the complete set of financial statements
arises from an inability to obtain sufficient appropriate
audit evidence.

permits the auditor, when it is necessary to express an adverse
opinion or disclaim an opinion on the complete set of financial
statements as a whole, but, in the context of a separate audit of
a specific element, the auditor, nevertheless, considers it appropriate to express an unmodified opinion on that element, to do so
only if
—

that opinion is expressed in an auditor's report that is
neither published together with, nor otherwise accompanies, the auditor's report containing the adverse opinion
or disclaimer of opinion; and

—

the specific element does not constitute a major portion
of the complete set of financial statements, or the specific
element is not, or is not based upon, the entity's stockholders' equity or net income or the equivalent.

prohibits the auditor from expressing an unmodified opinion on
a single financial statement if the auditor expressed an adverse
opinion or disclaimed an opinion on the complete set of financial
statements as a whole.
requires the auditor, if the auditor's report on the complete set
of financial statements includes an emphasis-of-matter or othermatter paragraph that is relevant to the audit of the single financial statement or specific element, to include a similar emphasisof-matter paragraph or other-matter paragraph in the auditor's
report on the single financial statement or specific element.
permits the auditor to report on an incomplete presentation, but
one that is otherwise in accordance with GAAP, by including an
emphasis-of-matter paragraph in the auditor's report that states
the purpose for which the presentation is prepared; refers to the
note that describes the basis of presentation; and indicates that
the presentation is not intended to be a complete presentation of
the entity's assets, liabilities, revenues, or expenses.

.119 AU-C section 805 supersedes paragraphs .33–.34 of AU section 508
and paragraphs .11–.18 of AU section 623.

Summary Financial Statements
.120 AU-C section 810, Engagements to Report on Summary Financial
Statements (AICPA, Professional Standards), addresses the auditor's responsibilities when reporting on summary financial statements derived from financial
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statements audited by that same auditor. This clarified standard puts certain
restrictions on auditors for reporting on summary financial statements, including new requirements for the auditor in relation to the use of information
issued by other auditors, the use of information provided by management, and
obtaining certain representations from management. Additionally, an auditor cannot report on summary financial statements that the auditor has not
audited. Appendix E, "AU-C Section 810: Illustrative Report on Summary Financial Statements—An Adverse Opinion," in this Audit Risk Alert provides
an illustrative report on summary financial statements.
.121 AU-C section 810

r
r
r
r
r
r
r
r

r

r

eliminates reporting on selected financial data.
introduces the notion of criteria for preparing summary financial
statements and requires the auditor to determine whether the criteria applied by management in the preparation of the summary
financial statements are acceptable.
requires the auditor to obtain management's agreement that it
acknowledges and understands its responsibilities for the summary financial statements, including its responsibility to make
the audited financial statements readily available to the intended
users of the summary financial statements.
establishes that being available upon request is not considered
readily available.
establishes specific procedures to be performed as the basis for
the auditor's opinion on the summary financial statements.
establishes specific elements of the auditor's report, including
management's responsibility and a description of the auditor's
procedures.
requires the auditor to request management to provide, in the
form of a representation letter addressed to the auditor, written
representations relating to the summary financial statements.
requires the auditor's opinion to state that the summary financial statements are consistent, in all material respects, with the
audited financial statements from which they have been derived,
in accordance with the applied criteria, when the auditor has
concluded that an unmodified opinion on the summary financial
statements is appropriate. The extant standard requires the auditor's opinion to state whether the information set forth in the
summary financial statements is fairly presented, in all material
respects, in relation to the complete set of financial statements
from which it has been derived.
requires the auditor to withdraw from the engagement when withdrawal is possible under applicable law or regulation, when the
auditor's report on the audited financial statements contains an
adverse opinion or a disclaimer of opinion. Otherwise, AU-C section 810 requires the auditor to state in the report that it is inappropriate to express, and the auditor does not express, an opinion
on the summary financial statements.
clarifies the auditor's responsibilities related to subsequent events
and subsequently discovered facts when the date of the auditor's
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report on the summary financial statements is later than the date
of the auditor's report on the audited financial statements.
includes specific requirements relating to comparatives, unaudited information presented with summary financial statements,
and other information included in a document containing the summary financial statements and related auditor's report.
addresses the auditor's responsibilities as they relate to the auditor's association with summary financial statements.

.122 AU-C section 810 supersedes AU section 552, Reporting on Condensed Financial Statements and Selected Financial Data (AICPA, Professional
Standards).

Restricted Use Alert
.123 AU-C section 905, Alert That Restricts the Use of the Auditor's
Written Communication (AICPA, Professional Standards), applies to auditor's
reports and other written communications (hereinafter referred to as written
communications) issued in connection with an engagement conducted in accordance with GAAS.
.124 It establishes an umbrella requirement to include an alert that restricts the use of the auditor's written communication when the subject matter
of that communication is based on

r
r
r

measurement or disclosure criteria that are determined by the
auditor to be suitable only for a limited number of users who can
be presumed to have an adequate understanding of the criteria;
measurement or disclosure criteria that are available only to the
specified parties; or
matters identified or communicated by the auditor during the
course of the engagement that are not the primary objective of the
engagement (commonly referred to as a by-product of the audit).

.125 Appendix A to AU-C section 905 lists other standards that contain
requirements for such an alert in accordance with the aforementioned umbrella
requirements.
.126 The alert language in AU-C section 905, which indicates that the
communication is solely for the information and use of the specified parties,
is consistent with the extant standard, except when the engagement is also
performed in accordance with Government Auditing Standards, and the written
communication pursuant to that engagement is required by law or regulation to
be made publicly available. In this circumstance, the alert language describes
the purpose of the communication and states that the communication is not
intended to be, and should not be, used for any other purpose. No specified
parties are identified in this type of alert.
.127 AU-C section 905 also modifies the guidance pertaining to single
combined reports covering both communications that are required to include
an alert regarding the intended use, and communications that are for general
use, which do not ordinarily include such an alert. The extant standard states
that if an auditor issues a single combined report, the use of a single combined
report should be restricted to the specified parties. AU-C section 905, however, indicates that the alert regarding the intended use pertains only to the
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communications required to include such an alert. Accordingly, the intended
use of the communications that are for general use is not affected by this alert.
.128 AU-C section 905 does not include a requirement, as required by the
extant standard, for the auditor to consider informing his or her client that
restricted use reports are not intended for distribution to nonspecified parties
and makes clear that an auditor is not responsible for controlling the distribution of the written communication. The alert required by AU-C section 905 is
designed to avoid misunderstandings related to the use of the written communication, particularly when taken out of the context in which it is intended to
be used. An auditor may consider informing the entity that the written communication is not intended for distribution to parties other than those specified
in the written communication.
.129 AU-C section 905 supersedes AU section 532, Restricting the Use of
an Auditor's Report (AICPA, Professional Standards).

Financial Reporting Framework Accepted in Another Country
.130 AU-C section 910, Financial Statements Prepared in Accordance
With a Financial Reporting Framework Generally Accepted in Another Country
(AICPA, Professional Standards), requires the auditor to obtain an understanding of a relevant financial reporting framework generally accepted in another
country and relevant auditing standards other than GAAS. The extant standard indicates that the auditor should consider consulting with persons having
expertise in auditing and accounting standards of another country. The ASB
believes that the consideration of consulting with persons having expertise in
auditing and accounting standards should not be a requirement. Therefore,
this extant standard requirement has been converted to application material
in the clarified standard.
.131 AU-C section 910 eliminates the concept of limited use and, in instances when a report that is to be used in the United States is prepared in
accordance with a financial reporting framework generally accepted in another
country, requires the auditor to include an emphasis-of-matter paragraph highlighting the foreign financial reporting framework and permits the auditor to
express an unqualified opinion. The extant standard requires the auditor to
report using the U.S. form of report, modified as appropriate (qualified or adverse), because of departures from GAAP, if financial statements prepared in
accordance with a financial reporting framework generally accepted in another
country would have more than limited use in the United States. The extant
standard further requires that when the financial statements would not have
more than limited use in the United States, the auditor's report may include, as
appropriate, an opinion only with respect to the financial reporting framework
generally accepted in the other country (and no opinion relative to GAAP).
.132 AU-C section 910 supersedes AU section 534, Reporting on Financial
Statements Prepared for Use in Other Countries (AICPA, Professional Standards).

Part III: Primarily Formatting Changes
.133 This part of the Audit Risk Alert contains the remaining AU-C sections with primarily formatting changes from the extant standards. These sections do not contain changes that expand the extant sections in any significant
way and may not require adjustments to current practice.
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Overall Objectives of the Independent Auditor and the Conduct
of an Audit
.134 AU-C section 200 does not change what is required of the auditor
by the extant standards in any significant respect and introduces the terms
financial reporting framework, applicable financial reporting framework, fair
presentation framework, and regulatory and contractual-based framework.
.135 AU-C section 200 replaces the extant standard, which contains the
general, field work, and reporting standards (the 10 standards), using the
clarity drafting conventions adopted by the ASB, including establishing an
objective or objectives of the auditor, which are to
a. obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether
due to fraud or error, thereby enabling the auditor to express an
opinion on whether the financial statements are prepared, in all
material respects, in accordance with an applicable financial reporting framework, and
b. report on the financial statements, or otherwise as required by the
standards, in accordance with the auditor's findings.
.136 As explained in AU-C section 200, each standard contains an objective, or objectives, that provide a link between the requirements and the
overall objectives of the auditor, providing the standards for the auditor's work
in fulfilling the overall objectives of the auditor. If an auditor fulfills the overall
objective of the auditor and meets applicable ethical requirements, such as the
AICPA Code of Professional Conduct, the ASB believes that the auditor will
have fulfilled the requirements currently stated in the extant standards.
.137 AU-C section 200 supersedes AU sections 110, Responsibilities and
Functions of the Independent Auditor, as amended; 201, Nature of the General Standards; 210, Training and Proficiency of the Independent Auditor, as
amended; 220, Independence; 230, Due Professional Care in the Performance
of Work, as amended; 120, Defining Professional Requirements in Statements
on Auditing Standards; and 150, Generally Accepted Auditing Standards, as
amended (AICPA, Professional Standards).

Audit Documentation
.138 AU-C section 230, Audit Documentation (AICPA, Professional Standards), does not change or expand the requirements of the extant standard
in any significant respect. Requirements addressing the retention, confidentiality, integrity, accessibility, and retrievability of audit documentation in the
extant standard are included in SQCS No. 8.
.139 AU-C section 230 supersedes AU section 339, Audit Documentation
(AICPA, Professional Standards)

Fraud in a Financial Statement Audit
.140 AU-C section 240, Consideration of Fraud in a Financial Statement
Audit (AICPA, Professional Standards), does not change or expand the requirements of the extant standard in any significant respect.
.141 The definition of fraud in AU-C section 240 has been revised to
converge with ISA 240, The Auditor's Responsibilities Relating to Fraud in an
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Audit of Financial Statements, while avoiding unnecessary differences with
PCAOB standards.
.142 AU-C section 240 supersedes AU section 316, Consideration of Fraud
in a Financial Statement Audit, as amended (AICPA, Professional Standards).

Communication With Those Charged With Governance
.143 AU-C section 260, The Auditor's Communication With Those Charged
With Governance (AICPA, Professional Standards), does not change or expand
the requirements of the extant standard in any significant respect.
.144 A requirement to communicate matters related to other information
included in documents containing audited financial statements is included in
AU-C section 720, Other Information Contained in Documents Containing Audited Financial Statements (AICPA, Professional Standards).
.145 AU-C section 260 supersedes AU section 380, The Auditor's Communication With Those Charged With Governance (AICPA, Professional Standards).

Planning an Audit
.146 AU-C section 300 does not change or expand existing requirements
of the extant standard in any significant respect.
.147 Requirements included in the extant standard addressing the auditor's responsibilities about the early appointment of the independent auditor
and establishing the terms of the engagement are included in AU-C section
210, and requirements included in the extant standard addressing supervision
in an audit are included in AU-C section 220.
.148 AU-C section 300 supersedes paragraphs .01–.04 and .11–.33 of AU
section 311.

Understanding the Entity and Its Environment and Assessing the Risks of
Material Misstatement
.149 AU-C section 315, Understanding the Entity and Its Environment
and Assessing the Risks of Material Misstatement (AICPA, Professional Standards), does not change or expand the requirements in the extant standard in
any significant respect.
.150 The requirement included in the extant standard for the auditor to
perform the audit with professional skepticism is included in AU-C section 200.
The requirement included in the extant standard for the auditor to consider
whether the entity has disclosed a particular matter appropriately is included
in AU-C section 700.
.151 AU-C section 315 supersedes AU section 314, Understanding the
Entity and Its Environment and Assessing the Risks of Material Misstatement
(AICPA, Professional Standards).

Materiality in an Audit
.152 AU-C section 320, Materiality in Planning and Performing an Audit
(AICPA, Professional Standards), does not change or expand the requirements
in the extant standard in any significant respect.
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.153 The extant standard addresses audit risk, materiality, and the evaluation of misstatements identified during the audit. To make the standard
clearer and consistent with ISA 320, Materiality in Planning and Performing
an Audit, and ISA 450, Evaluation of Misstatements Identified During the Audit, the extant standard has been separated into two standards. AU-C section
320 addresses the use of materiality in planning and performing the audit.
AU-C section 450, Evaluation of Misstatements Identified During the Audit
(AICPA, Professional Standards), addresses the evaluation of misstatements
identified during the audit.
.154 In addition, the definition of audit risk and its components are now
defined in AU-C section 200. The extant standard addresses the auditor's responsibilities to evaluate the overall effect of audit findings on the auditor's
report. These requirements have been included in AU-C section 700.
.155 AU-C section 320, together with AU-C section 450, supersedes AU
section 312, Audit Risk and Materiality in Conducting an Audit (AICPA, Professional Standards).

Assessed Risks and Evaluating Audit Evidence
.156 AU-C section 330 does not change or expand the requirements in the
extant standard in any significant respect.
.157 AU-C section 330 supersedes AU section 318, Performing Audit Procedures in Response to Assessed Risks and Evaluating the Audit Evidence Obtained (AICPA, Professional Standards).

Evaluation of Misstatements
.158 AU-C section 450 does not change or expand the requirements in the
extant standard in any significant respect.
.159 AU-C section 450, together with AU-C section 320, supersedes AU
section 312.

Audit Evidence
.160 AU-C section 500, Audit Evidence (AICPA, Professional Standards),
does not change or expand the extant requirements in any significant respect.
.161 The requirements of the extant standard addressing the auditor's
use of assertions in obtaining audit evidence are included in AU-C section 315.
.162 AU-C section 500 supersedes AU section 326, Audit Evidence
(AICPA, Professional Standards).

Analytical Procedures
.163 AU-C section 520, Analytical Procedures (AICPA, Professional Standards), does not change or expand the requirements of the extant standard in
any significant respect.
.164 The use of analytical procedures as a risk assessment procedure performed in the planning stage of the audit, as addressed in the extant standard,
is included in AU-C section 315.
.165 AU-C section 520 supersedes AU section 329, Analytical Procedures
(AICPA, Professional Standards).
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Audit Sampling
.166 AU-C section 530, Audit Sampling (AICPA, Professional Standards),
does not change or expand the requirements of the extant standard in any
significant respect.
.167 AU-C section 530 supersedes AU section 350, Audit Sampling
(AICPA, Professional Standards).

Accounting Estimates, Including Fair Value Estimates and Disclosures
.168 AU-C section 540, Auditing Accounting Estimates, Including Fair
Value Accounting Estimates and Related Disclosures (AICPA, Professional
Standards), does not change or expand the requirements of the extant standard
in any significant respect.
.169 AU-C section 540 supersedes AU section 328, Auditing Fair Value
Measurements and Disclosures, and AU section 342, Auditing Accounting Estimates (AICPA, Professional Standards).

Subsequent Events
.170 AU-C section 560, Subsequent Events and Subsequently Discovered
Facts (AICPA, Professional Standards), does not change or expand the auditing
requirements of the extant standards in any significant respect.
.171 The accounting guidance related to subsequent events included in
the extant standards is not included in the clarified standards. Retaining accounting guidance in the auditing literature is no longer necessary because
FASB ASC has included that guidance, and it is inconsistent with the ASB's
decision to draft auditing standards that are neutral regarding the financial
reporting framework used for preparing the financial statements.
.172 AU-C section 560 supersedes AU section 530; AU section 560, Subsequent Events, as amended (AICPA, Professional Standards); AU section 561,
Subsequent Discovery of Fact Existing at the Date of the Auditor's Report
(AICPA, Professional Standards); and paragraphs .71–.73 of AU section 508.

Written Representations
.173 AU-C section 580 does not change or expand the requirements of the
extant standards.
.174 AU-C section 580 supersedes AU section 333, Management Representations (AICPA, Professional Standards).

Omitted Procedures
.175 AU-C section 585, Consideration of Omitted Procedures After the Report Release Date (AICPA, Professional Standards), does not change or expand
the extant standards in any significant respect.
.176 AU-C section 585 supersedes AU section 390, Consideration of Omitted Procedures After the Report Date (AICPA, Professional Standards).

Other Information
.177 AU-C section 720 incorporates clarified SAS No. 118, Other Information in Documents Containing Audited Financial Statements (AICPA, Professional Standards).
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.178 Clarified SAS No. 118 supersedes SAS No. 8, Other Information in
Documents Containing Audited Financial Statements, as amended (AICPA,
Professional Standards). Along with clarified SAS No. 119, Supplementary Information in Relation to the Financial Statements as a Whole (AICPA, Professional Standards), clarified SAS No. 118 also supersedes SAS No. 29, Reporting on Information Accompanying the Basic Financial Statements in AuditorSubmitted Documents (AICPA, Professional Standards).
.179 Clarified SAS No. 118

r
r
r
r

eliminates the distinction between other information that is
included in an auditor-submitted document that contains the
client's basic financial statements and the auditor's report thereon
and other information that is in a client-prepared document.
requires that the auditor read the other information of which the
auditor is aware in order to identify material inconsistencies, if
any, with the audited financial statements.
establishes performance and reporting requirements when the
auditor identifies a material inconsistency with other information
and the financial statements.
establishes performance requirements when the auditor becomes
aware of an apparent material misstatement of fact in the other
information.

.180 AU-C section 720 supersedes AU section 550, Other Information
in Documents Containing Audited Financial Statements (AICPA, Professional
Standards).

Supplementary Information
.181 AU-C section 725, Supplementary Information in Relation to the Financial Statements as a Whole (AICPA, Professional Standards), incorporates
clarified SAS No. 119.
.182 Clarified SAS No. 119, with clarified SAS No. 118, supersedes SAS
No. 29.
.183 Clarified SAS No. 119

r
r
r
r
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establishes preconditions in order to opine on whether supplementary information is fairly stated in relation to the financial
statements as a whole.
establishes performance requirements in order to opine on
whether supplementary information is fairly stated, in all material respects, in relation to the financial statements as a whole.
establishes reporting requirements when the entity presents the
supplementary information with the financial statements and
when the audited financial statements are not presented with
the supplementary information.
precludes the auditor from expressing an opinion on supplementary information when the auditor's report on the audited financial statements contains an adverse opinion or a disclaimer of
opinion, and the auditor has been engaged to report on whether
supplementary information is fairly stated, in all material respects, in relation to the financial statements as a whole.

31

Understanding the Clarified Auditing Standards—2012

.184 AU-C section 725 supersedes AU section 551, Supplementary Information in Relation to the Financial Statements as a Whole (AICPA, Professional
Standards).

Required Supplementary Information
.185 AU-C section 730, Required Supplementary Information (AICPA,
Professional Standards), incorporates SAS No. 120, Required Supplementary
Information (AICPA, Professional Standards, AU sec. 558).
.186 SAS No. 120 supersedes portions of SAS No. 52, Omnibus Statement on Auditing Standards—1987, and SAS No. 98, Omnibus Statement on
Auditing Standards—2002 (AICPA, Professional Standards).
.187 SAS No. 120

r
r
r
r
r

defines required supplementary information and designated accounting standard setter.
establishes the auditor's objectives when a designated accounting
standard setter requires information to accompany an entity's
basic financial statements.
requires the auditor to include language in the auditor's report
on the financial statements when the auditor is unable to complete the required procedures and consider whether management
contributed to the auditor's inability to complete the procedures.
requires the auditor to include an explanatory paragraph in the
auditor's report on the financial statements in all circumstances
that refers to the required supplementary information.
establishes reporting requirements applicable when
— the entity has presented all or some of the required supplementary information.
— the entity has omitted all the required supplementary
information.

.188 AU-C section 730 supersedes AU section 558.

Reporting on Compliance With Contractual or Regulatory Requirements
.189 AU-C section 806, Reporting on Compliance With Aspects of Contractual Agreements or Regulatory Requirements in Connection With Audited
Financial Statements (AICPA, Professional Standards), does not change or expand the requirements of the extant standard in any significant respect. To
reflect a more principles-based approach to standard setting, certain requirements that are duplicative of broader requirements in the extant standard are
included in the application and other explanatory material of AU-C section 806.
.190 AU-C section 806 supersedes paragraphs .19–.21 of AU section 623.

Reports on Financial Reporting Framework
.191 AU-C section 915, Reports on Application of Requirements of an
Applicable Financial Reporting Framework (AICPA, Professional Standards),
does not change or expand the requirements of the extant standard in any
significant respect.
.192 The term financial reporting framework, as defined in AU-C section 200, replaces the term generally accepted accounting principles. The term
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requirements of an applicable financial reporting framework, accordingly, replaces the term application of accounting principles.
.193 The extant standard uses the term advisory accountant rather than
the term reporting accountant to distinguish that an accountant in this capacity is not engaged to provide a second opinion and is typically engaged to
provide accounting and reporting advice on a recurring basis. AU-C section
915 acknowledges that a reporting accountant, who is also engaged to provide
accounting and reporting advice to a specific entity on a recurring basis, is
commonly referred to as an advisory accountant.
.194 AU-C section 915 supersedes AU section 625, Reports on the Application of Accounting Principles, as amended (AICPA, Professional Standards).

Letters for Underwriters
.195 AU-C section 920, Letters for Underwriters and Certain Other Requesting Parties (AICPA, Professional Standards), does not change or expand
the requirements of the extant standards in any significant respect.
.196 AU-C section 920 supersedes AU section 634, Letters for Underwriters and Certain Other Requesting Parties (AICPA, Professional Standards).

Securities and Exchange Commission Filings
.197 AU-C section 925, Filings With the U.S. Securities and Exchange
Commission Under the Securities Act of 1933 (AICPA, Professional Standards),
does not change or expand the requirements of the extant standard in any
significant respect.
.198 AU-C section 925 supersedes AU section 711, Filings Under Federal
Securities Statutes (AICPA, Professional Standards).

Interim Financial Information
.199 AU-C section 930, Interim Financial Information (AICPA, Professional Standards), does not change or expand the requirements in the extant
standards in any significant respect.
.200 AU-C section 930 supersedes AU section 722, Interim Financial Information (AICPA, Professional Standards).

Compliance Audits
.201 AU-C section 935, Compliance Audits (AICPA, Professional Standards), incorporates clarified SAS No. 117, Compliance Audits (AICPA, Professional Standards, AU sec. 801).
.202 SAS No. 117 supersedes and updates SAS No. 74, Compliance Auditing Considerations in Audits of Governmental and Recipients of Governmental
Financial Assistance, (AICPA, Professional Standards), to reflect changes in
the compliance audit environment and incorporate the risk assessment standards. It requires the auditor to adapt and apply the AU sections of AICPA
Professional Standards to a compliance audit and provides guidance on how
to do so. It identifies the AU sections that are not applicable to a compliance
audit, defines terms related to compliance audits and used in the SAS, and
identifies the elements to be included in an auditor's report on a compliance
audit.
.203 AU-C section 935 supersedes AU section 801.
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Part IV: Standards Not Yet Issued in the Clarity Project
.204 This part of the Audit Risk Alert contains the remaining AU-C sections that are in exposure or have not yet been reworked into the clarified
standards.

Going Concern
.205 An exposure draft of The Auditor's Consideration of an Entity's Ability to Continue as a Going Concern was issued in November 2011, and its
comment period ended January 31, 2012. Although the exposed standard was
drafted using the clarity standard conventions, the ASB delayed convergence
of the proposed standard with ISA 570, Going Concern, pending FASB development of accounting guidance addressing going concern.
.206 FASB's project, Disclosures About Risks and Uncertainties and the
Liquidation Basis of Accounting (formerly going concern), is expected to result
in an exposure draft in the first half of 2012. In its January 2012 meeting, FASB
decided not to require that management of an entity assess whether substantial
doubt exists about the entity's ability to continue as a going concern. A majority
of FASB board members observed that such a requirement would be difficult
to apply, and that users of financial statements would benefit to a greater
extent from ongoing disclosures about risks and uncertainties than they would
from disclosures that would be made only after management concludes that
substantial doubt exists about an entity's ability to continue as a going concern.
As a next step in this project, FASB directed its staff to develop a principle for
an entity to assess the adequacy of its disclosures about risks and uncertainties
and evaluate how the content of such disclosures could be improved.

Internal Audit Function in an Audit
.207 The extant standard, The Auditor's Consideration of the Internal
Audit Function in an Audit of Financial Statements, is not yet redrafted. The
ASB delayed its redrafting for clarity and convergence with ISA 610, Using the
Work of Internal Auditors, while the IAASB completes its revision of ISA 610.

Resource Central
Member Service Center
.208 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Center Operations at 888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.209 Do you have a complex technical question about auditing standards,
compilation and review standards, accounting standards, or other technical
matters? If so, use the AICPA's Accounting and Auditing Technical Hotline.
AICPA staff will research your question and call you back with the answer.
The hotline is available from 9 a.m. to 8 p.m. EST on weekdays. You can reach
the Technical Hotline at 877.242.7212 or online at www.aicpa.org/research/
technicalhotline/pages/technicalhotline.aspx. Additionally, members can submit
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questions by completing a Technical Inquiry form found on the same website.
Members can also e-mail questions to aahotline@aicpa.org.

Ethics Hotline
.210 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 or by e-mail at ethics@aicpa.org.

AICPA Online Professional Library: Accounting
and Auditing Literature
.211 The AICPA has created your core accounting and auditing library
online. The AICPA Online Professional Library is now customizable to suit
your preferences or your firm's needs. Or, you can sign up for access to the
entire library. Get access—anytime, anywhere—to FASB ASC, the AICPA's
latest Professional Standards, Technical Practice Aids, Audit and Accounting
Guides, Audit Risk Alerts, Accounting Trends & Techniques, and more. To
subscribe to this essential online service for accounting professionals, visit
www.cpa2biz.com.

Codified Clarity Standards
.212 The first place you can obtain the codified clarity standards is in
AICPA Professional Standards in the AICPA Online Professional Library. Although the individual SASs are available in paperback, this online codified
resource is what you need to update your firm audit methodology and begin
understanding how the Clarity Project changes certain ways you perform your
audits. Visit www.aicpa.org/ProfessionalStandardsOnline to obtain access to
AICPA Professional Standards online.
.213 The codification of clarified standards includes various resources,
including

r
r
r
r

a preface, "Principles Underlying the Conduct of an Audit in Accordance With Generally Accepted Auditing Standards;"
a glossary of terms defined in the standards;
appendixes describing the differences between GAAS and the
ISAs; and
a table mapping the extant AU sections to the clarified AU sections.

.214 The AICPA publishes annually, in paperback, the codified standards
in both the Statements on Auditing Standards Codification and Professional
Standards in April and August, respectively.

Financial Reporting Center of AICPA.org
.215 CPAs face unprecedented changes in financial reporting. As such,
the AICPA has created the Financial Reporting Center to support you in the
execution of high quality financial reporting. This center provides exclusive
member-only resources for the entire financial reporting process and can be
accessed at www.aicpa.org/frc.
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.216 The Financial Reporting Center provides timely and relevant
news, guidance, and examples supporting the financial reporting process,
including accounting, preparing financial statements and performing compilation reviews, audit, attest, or assurance and advisory engagements.
.217 For example, the Financial Reporting Center offers a dedicated section to the Clarity Project. For the latest resources available to help you implement the clarified standards, visit the "Improving the Clarity of Auditing
Standards" page at www.aicpa.org/SASClarity.

On the Horizon
.218 The AICPA is developing a number of resources to assist you in implementing the clarified standards, including publications, training courses,
and conference sessions. The Clarity Project website in the AICPA's Financial
Reporting Center will provide you with a comprehensive listing of all the resources available. Many of the resources are free to AICPA members, so visit
today.

ARA-CLA .218

36

Audit Risk Alert

.219

Appendix A—Extant AU Sections Mapped to the Clarified
AU-C Sections
The following table shows extant AU sections mapped to the clarified AU-C
sections.
Extant AU Section
110

AU Section
Superseded

Responsibilities
and Functions of
the Independent
Auditor
Defining
Professional
Requirements in
Statements on
Auditing
Standards
Generally
Accepted Auditing
Standards

All

161

The Relationship
of Generally
Accepted Auditing
Standards to
Quality Control
Standards

201

120

150

210

220
230

311

312

New AU-C Section

Type of
Change

200

Overall Objectives
of the Independent
Auditor and the
Conduct of an
Audit in
Accordance With
Generally
Accepted Auditing
Standards [1]

Primarily
formatting
changes

All

220

Quality Control for
an Engagement
Conducted in
Accordance With
Generally
Accepted Auditing
Standards

Primarily
clarifying
changes

Nature of the
General
Standards
Training and
Proficiency of the
Independent
Auditor
Independence
Due Professional
Care in the
Performance of
Work

All

200

Overall Objectives
of the Independent
Auditor and the
Conduct of an
Audit in
Accordance With
Generally
Accepted Auditing
Standards [1]

Primarily
formatting
changes

Planning and
Supervision

All except
paragraphs
.08–.10

300

Planning an Audit

Primarily
formatting
changes

Paragraphs
.08–.10

210

Terms of
Engagement

Primarily
clarifying
changes

All

320

Materiality in
Planning and
Performing an
Audit

Primarily
formatting
changes

450

Evaluation of
Misstatements
Identified During
the Audit

Primarily
formatting
changes

Audit Risk and
Materiality in
Conducting an
Audit
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Extant AU Section

AU Section
Superseded

New AU-C Section

Type of
Change

314

Understanding
the Entity and Its
Environment and
Assessing the
Risks of Material
Misstatement

All

315

Understanding the
Entity and Its
Environment and
Assessing the
Risks of Material
Misstatement

Primarily
formatting
changes

315

Communications
Between
Predecessor and
Successor
Auditors

All except
paragraphs
.03–.10 and
.14

510

Opening
Balances—Initial
Audit
Engagements,
Including Reaudit
Engagements

Primarily
clarifying
changes

Paragraphs
.03–.10 and
.14

210

Terms of
Engagement

Primarily
clarifying
changes

316

Consideration of
Fraud in a
Financial
Statement Audit

All

240

Consideration of
Fraud in a
Financial
Statement Audit

Primarily
formatting
changes

317

Illegal Acts by
Clients

All

250

Consideration of
Laws and
Regulations in an
Audit of Financial
Statements

Substantive
changes

318

Performing Audit
Procedures in
Response to
Assessed Risks
and Evaluating
the Audit
Evidence
Obtained

All

330

Performing Audit
Procedures in
Response to
Assessed Risks
and Evaluating
the Audit
Evidence Obtained

Primarily
formatting
changes

322

The Auditor's
Consideration of
the Internal Audit
Function in an
Audit of Financial
Statements

All

Planned to
be issued
as AU-C
section 610

The Auditor's
Consideration of
the Internal Audit
Function in an
Audit of Financial
Statements

Standards
not yet
issued in
the Clarity
Project

324

Service
Organizations

All

402

Audit
Considerations
Relating to an
Entity Using a
Service
Organization

Primarily
clarifying
changes

325

Communicating
Internal Control
Related Matters
Identified in an
Audit

All

265

Communicating
Internal Control
Related Matters
Identified in an
Audit

Substantive
changes

326

Audit Evidence

All

500

Audit Evidence

Primarily
formatting
changes

(continued)
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Extant AU Section

AU Section
Superseded

New AU-C Section

Type of
Change

328

Auditing Fair
Value
Measurements
and Disclosures

All

540

Auditing
Accounting
Estimates,
Including Fair
Value Accounting
Estimates and
Related
Disclosures [2]

Primarily
formatting
changes

329

Analytical
Procedures

All

520

Analytical
Procedures

Primarily
formatting
changes

330

The Confirmation
Process

All

505

External
Confirmations

Primarily
clarifying
changes

331

Inventories

All

501

Audit
Evidence—Specific
Considerations for
Selected Items [3]

Primarily
clarifying
changes

332

Auditing
Derivative
Instruments,
Hedging
Activities, and
Investments in
Securities

All

501

Audit
Evidence—Specific
Considerations for
Selected Items [3]

Primarily
clarifying
changes

333

Management
Representations

All

580

Written
Representations

Primarily
formatting
changes

334

Related Parties

All

550

Related Parties

Substantive
changes

336

Using the Work of
a Specialist

All

620

Using the Work of
an Auditor's
Specialist

Primarily
clarifying
changes

337

Inquiry of a
Client's Lawyer
Concerning
Litigation, Claims,
and Assessments

All

501

Audit
Evidence—Specific
Considerations for
Selected Items [3]

Primarily
clarifying
changes

339

Audit
Documentation

All

230

Audit
Documentation

Primarily
formatting
changes

341

The Auditor's
Consideration of
an Entity's Ability
to Continue as a
Going Concern

All

Planned to
be issued
as AU-C
section 570

Going Concern (In
Exposure)

Standards
not yet
issued in
the Clarity
Project
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Extant AU Section

AU Section
Superseded

New AU-C Section

Type of
Change

342

Auditing
Accounting
Estimates

All

540

Auditing
Accounting
Estimates,
Including Fair
Value Accounting
Estimates and
Related
Disclosures [2]

Primarily
formatting
changes

350

Audit Sampling

All

530

Audit Sampling

Primarily
formatting
changes

380

The Auditor's
Communication
With Those
Charged With
Governance

All

260

The Auditor's
Communication
With Those
Charged With
Governance

Primarily
formatting
changes

390

Consideration of
Omitted
Procedures After
the Report Date

All

585

Consideration of
Omitted
Procedures After
the Report Release
Date

Primarily
formatting
changes

410

Adherence to
Generally
Accepted
Accounting
Principles

All

700

Forming an
Opinion and
Reporting on
Financial
Statements [4]

Substantive
changes

420

Consistency of
Application of
Generally
Accepted
Accounting
Principles

All

708

Consistency of
Financial
Statements

Primarily
clarifying
changes

431

Adequacy of
Disclosure in
Financial
Statements

All

705

Modifications to
the Opinion in the
Independent
Auditor's Report
[5]

Primarily
formatting
changes

504

Association With
Financial
Statements

All

N/A

Withdrawn

508

Reports on
Audited Financial
Statements

Paragraphs
.01–.11,
.14–.15,
.19–.32,
.35–.52,
.58–.70, and
.74–.76

700

Forming an
Opinion and
Reporting on
Financial
Statements [4]

Substantive
changes

705

Modifications to
the Opinion in the
Independent
Auditor's Report
[5]

Primarily
formatting
changes

(continued)
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Extant AU Section

530

532

Dating of the
Independent
Auditor's Report

Restricting the
Use of an
Auditor's Report

ARA-CLA .219

AU Section
Superseded

New AU-C Section

Type of
Change

706

Emphasis-ofMatter
Paragraphs and
Other-Matter
Paragraphs in the
Independent
Auditor's Report
[6]

Substantive
changes

Paragraphs
.12–.13

600

Special
Considerations—
Audits of Group
Financial
Statements
(Including the
Work of
Component
Auditors)

Substantive
changes

Paragraphs
.16–.18 and
.53–.57

708

Consistency of
Financial
Statements

Primarily
clarifying
changes

Paragraphs
.33–.34

805

Special
Considerations—
Audits of Single
Financial
Statements and
Specific Elements,
Accounts, or Items
of a Financial
Statement

Primarily
clarifying
changes

Paragraphs
.71–.73

560

Subsequent
Events and
Subsequently
Discovered Facts
[7]

Primarily
formatting
changes

Paragraphs
.01–.02

700

Forming an
Opinion and
Reporting on
Financial
Statements [4]

Substantive
changes

Paragraphs
.03–.08

560

Subsequent
Events and
Subsequently
Discovered Facts
[7]

Primarily
formatting
changes

All

905

Alert That
Restricts the Use
of the Auditor's
Written
Communication

Primarily
clarifying
changes
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Extant AU Section

AU Section
Superseded

New AU-C Section

Type of
Change

534

Reporting on
Financial
Statements
Prepared for Use
in Other
Countries

All

910

Financial
Statements
Prepared in
Accordance With a
Financial
Reporting
Framework
Generally
Accepted in
Another Country

Primarily
clarifying
changes

543

Part of Audit
Performed by
Other
Independent
Auditors

All

600

Special
Considerations—
Audits of Group
Financial
Statements
(Including the
Work of
Component
Auditors)

Substantive
changes

544

Lack of
Conformity With
Generally
Accepted
Accounting
Principles

All

800

Special
Considerations—
Audits of Financial
Statements
Prepared in
Accordance With
Special Purpose
Frameworks [8]

Primarily
clarifying
changes

550

Other Information
in Documents
Containing
Audited Financial
Statements

All

720

Other Information
in Documents
Containing
Audited Financial
Statements

Primarily
formatting
changes

551

Supplementary
Information in
Relation to the
Financial
Statements as a
Whole

All

725

Supplementary
Information in
Relation to the
Financial
Statements as a
Whole

Primarily
formatting
changes

552

Reporting on
Condensed
Financial
Statements and
Selected Financial
Data

All

810

Engagements to
Report on
Summary
Financial
Statements

Primarily
clarifying
changes

558

Required
Supplementary
Information

All

730

Required
Supplementary
Information

Primarily
formatting
changes

(continued)
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Extant AU Section

AU Section
Superseded

560

Subsequent
Events

All

561

Subsequent
Discovery of Facts
Existing at the
Date of the
Auditor's Report

All

623

Special Reports

New AU-C Section

Type of
Change

560

Subsequent
Events and
Subsequently
Discovered Facts
[7]

Primarily
formatting
changes

Paragraphs
.19–.21

806

Reporting on
Compliance With
Aspects of
Contractual
Agreements or
Regulatory
Requirements in
Connection With
Audited Financial
Statements

Primarily
formatting
changes

Paragraphs
.01–.10 and
.22–.34

800

Special
Considerations—
Audits of Financial
Statements
Prepared in
Accordance With
Special Purpose
Frameworks [8]

Primarily
clarifying
changes

Paragraphs
.11–.18

805

Special
Considerations—
Audits of Single
Financial
Statements and
Specific Elements,
Accounts, or Items
of a Financial
Statement

Primarily
clarifying
changes

625

Reports on the
Application of
Accounting
Principles

All

915

Reports on
Application of
Requirements of
an Applicable
Financial
Reporting
Framework

Primarily
formatting
changes

634

Letters for
Underwriters and
Certain Other
Requesting
Parties

All

920

Letters for
Underwriters and
Certain Other
Requesting Parties

Primarily
formatting
changes
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Extant AU Section

AU Section
Superseded

New AU-C Section

Type of
Change

711

Filings Under
Federal Securities
Statutes

All

925

Filings With the
U.S. Securities
and Exchange
Commission
Under the
Securities Act of
1933

Primarily
formatting
changes

722

Interim Financial
Information

All

930

Interim Financial
Information

Primarily
formatting
changes

801

Compliance
Audits

All

935

Compliance Audits

Primarily
formatting
changes

901

Public
Warehouses—
Controls and
Auditing
Procedures for
Goods Held

All

501

Audit
Evidence—Specific
Considerations for
Selected Items [3]

Primarily
clarifying
changes

Legend: [n]—Bracketed number indicates a clarity standard that supersedes more than
one extant AU section.
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Appendix B—AU-C Section 265: Illustrative Auditor’s
Written Communication
The following is an illustrative written communication encompassing the requirements in AU-C section 265, Communicating Internal Control Related Matters Identified in an Audit (AICPA, Professional Standards).
To Management and [identify the body or individuals charged with
governance, such as the entity's Board of Directors] of ABC Company:
In planning and performing our audit of the financial statements of
ABC Company (the "Company") as of and for the year ended December
31, 20XX, in accordance with auditing standards generally accepted
in the United States of America, we considered the Company's internal control over financial reporting (internal control) as a basis for
designing audit procedures that are appropriate in the circumstances
for the purpose of expressing our opinion on the financial statements,
but not for the purpose of expressing an opinion on the effectiveness
of the Company's internal control. Accordingly, we do not express an
opinion on the effectiveness of the Company's internal control.
Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not designed to identify
all deficiencies in internal control that might be [material weaknesses
or material weaknesses or significant deficiencies] and therefore, [material weaknesses or material weaknesses or significant deficiencies]
may exist that were not identified. However, as discussed below, we
identified certain deficiencies in internal control that we consider to be
[material weaknesses or significant deficiencies or material weaknesses
and significant deficiencies].
A deficiency in internal control exists when the design or operation
of a control does not allow management or employees, in the normal
course of performing their assigned functions, to prevent, or detect
and correct, misstatements on a timely basis. A material weakness is
a deficiency, or a combination of deficiencies, in internal control, such
that there is a reasonable possibility that a material misstatement of
the entity's financial statements will not be prevented, or detected and
corrected, on a timely basis. [We consider the following deficiencies in
the Company's internal control to be material weaknesses:]
[Describe the material weaknesses that were identified and an explanation of their potential effects.]
[A significant deficiency is a deficiency, or a combination of deficiencies,
in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.
We consider the following deficiencies in the Company's internal control
to be significant deficiencies:]
[Describe the significant deficiencies that were identified and an explanation of their potential effects.]
[If the auditor is communicating significant deficiencies and did not
identify any material weaknesses, the auditor may state that none of the
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identified significant deficiencies are considered to be material weaknesses.]
This communication is intended solely for the information and use
of management, [identify the body or individuals charged with governance], others within the organization, and [identify any governmental authorities to which the auditor is required to report] and is not
intended to be, and should not be, used by anyone other than these
specified parties.1
[Auditor's Signature]
[Auditor's city and state]
[Date]

1
When the engagement is also performed in accordance with Government Auditing Standards,
the alert required by paragraph .14(d) of AU-C section 265, Communicating Internal Control Related
Matters Identified in an Audit (AICPA, Professional Standards), may read as follows: "The purpose
of this communication is solely to describe the scope of our testing of internal control over financial
reporting and the results of that testing. This communication is an integral part of an audit performed
in accordance with Government Auditing Standards in considering the Company's internal control
over financial reporting. Accordingly, this communication is not suitable for any other purpose." The
AICPA Audit Guide Government Auditing Standards and Circular A-133 Audits provides additional
interpretative guidance, including illustrative reports. [Footnote added, December 2011, to reflect
conforming changes necessary due to the issuance of SAS No. 125.]
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Appendix C—AU-C Section 210: Example of an Audit
Engagement Letter
The following is an illustrative audit engagement letter encompassing the requirements in AU-C section 210, Terms of Engagement (AICPA, Professional
Standards).
The following is an example of an audit engagement letter for an audit of
general purpose financial statements prepared in accordance with accounting
principles generally accepted in the United States of America, as promulgated
by the Financial Accounting Standards Board. This letter is not authoritative
but is intended only to be a guide that may be used in conjunction with the considerations outlined in this Statement on Auditing Standards. The letter will
vary according to individual requirements and circumstances and is drafted
to refer to the audit of financial statements for a single reporting period. The
auditor may seek legal advice about whether a proposed letter is suitable.
To the appropriate representative of those charged with governance
of ABC Company:1
[The objective and scope of the audit]
You2 have requested that we audit the financial statements of ABC
Company, which comprise the balance sheet as of December 31, 20XX,
and the related statements of income, changes in stockholders' equity,
and cash flows for the year then ended, and the related notes to the
financial statements. We are pleased to confirm our acceptance and
our understanding of this audit engagement by means of this letter.
Our audit will be conducted with the objective of our expressing an
opinion on the financial statements.
[The responsibilities of the auditor]
We will conduct our audit in accordance with auditing standards generally accepted in the United States of America (GAAS). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement. An audit involves performing procedures to
obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation
of the financial statements.
Because of the inherent limitations of an audit, together with the
inherent limitations of internal control, an unavoidable risk that some
1
The addressees and references in the letter would be those that are appropriate in the circumstances of the engagement, including the relevant jurisdiction. It is important to refer to the
appropriate persons.
2
Throughout this letter, references to you, we, us, management, those charged with governance,
and auditor would be used or amended as appropriate in the circumstances.
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material misstatements may not be detected exists, even though the
audit is properly planned and performed in accordance with GAAS.
In making our risk assessments, we consider internal control relevant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate
in the circumstances but not for the purpose of expressing an opinion
on the effectiveness of the entity's internal control. However, we will
communicate to you in writing concerning any significant deficiencies
or material weaknesses in internal control relevant to the audit of the
financial statements that we have identified during the audit.
[The responsibilities of management and identification of the applicable financial reporting framework]
Our audit will be conducted on the basis that [management and, when
appropriate, those charged with governance]3 acknowledge and understand that they have responsibility
a. for the preparation and fair presentation of the financial
statements in accordance with accounting principles generally accepted in the United States of America;
b. for the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error; and
c. to provide us with
i. access to all information of which [management]
is aware that is relevant to the preparation and
fair presentation of the financial statements such
as records, documentation, and other matters;
ii. additional information that we may request from
[management] for the purpose of the audit; and
iii. unrestricted access to persons within the entity
from whom we determine it necessary to obtain
audit evidence.
As part of our audit process, we will request from [management and,
when appropriate, those charged with governance], written confirmation concerning representations made to us in connection with the
audit.
[Other relevant information]
[Insert other information, such as fee arrangements, billings, and other
specific terms, as appropriate.]
[Reporting]
[Insert appropriate reference to the expected form and content of the
auditor's report. Example follows:]
We will issue a written report upon completion of our audit of ABC
Company's financial statements. Our report will be addressed to the
board of directors of ABC Company. We cannot provide assurance
that an unmodified opinion will be expressed. Circumstances may
arise in which it is necessary for us to modify our opinion, add an
3

Use terminology as appropriate in the circumstances.
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emphasis-of-matter or other-matter paragraph(s), or withdraw from
the engagement.
We also will issue a written report on [Insert appropriate reference to
other auditor's reports expected to be issued.] upon completion of our
audit.
Please sign and return the attached copy of this letter to indicate your
acknowledgment of, and agreement with, the arrangements for our
audit of the financial statements including our respective responsibilities.
XYZ & Co.
Acknowledged and agreed on behalf of ABC Company by
[Signed]
[Name and Title]
[Date]
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Appendix D—AU-C section 510: Illustrative Report
With Disclaimer of Opinion
The following is an illustrative audit report encompassing the requirements in
AU-C section 510, Opening Balances—Initial Audit Engagements, Including
Reaudit Engagements (AICPA, Professional Standards).
Illustration of Report With Disclaimer of Opinion on Results
of Operations and Cash Flows and Unmodified Opinion on Financial Position
Circumstances include the following:

r
r
r
r

The auditor did not observe the counting of the physical
inventory at the beginning of the current period and was
unable to obtain sufficient appropriate audit evidence regarding the opening balances of inventory.
The possible effects of the inability to obtain sufficient
appropriate audit evidence regarding opening balances of
inventory are deemed to be material and pervasive to the
entity's results of operations and cash flows.1
The financial position at year-end is fairly presented.
A disclaimer of opinion regarding the results of operations and cash flows and an unmodified opinion regarding
financial position is considered appropriate in the circumstances.
Independent Auditor's Report

[Appropriate Addressee]
Report on the Financial Statements2
We have audited the accompanying balance sheet of ABC Company
as of December 31, 20X1, and were engaged to audit the related statements of income, changes in stockholders' equity, and cash flows for
the year then ended, and the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation
of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on conducting the audit in accordance with auditing
1
If the possible effects, in the auditor's professional judgment, are considered to be material
but not pervasive to the entity's results of operations and cash flows, the auditor would express a
qualified opinion on the results of operations and cash flows.
2
The subtitle "Report on the Financial Statements" is unnecessary in circumstances when the
second subtitle, "Report on Other Legal and Regulatory Requirements," is not applicable.
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standards generally accepted in the United States of America. Because of the matters described in the Basis for Disclaimer of Opinion
paragraph, however, we were not able to obtain sufficient appropriate
audit evidence to provide a basis for an audit opinion on the income
statement and the cash flow statement.
We conducted our audit of the balance sheet in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the balance sheet is free from
material misstatement.
An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order
to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control.3 Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our unmodified opinion on the financial position.
Basis for Disclaimer of Opinion on the Results of Operations
and Cash Flows
We were not engaged as auditors of the Company until after December 31, 20X0, and, therefore, did not observe the counting of physical
inventories at the beginning of the year. We were unable to satisfy
ourselves by performing other auditing procedures concerning the inventory held at December 31, 20X0. Since opening inventories enter
into the determination of net income and cash flows, we were unable
to determine whether any adjustments might have been necessary in
respect of the profit for the year reported in the income statement and
the net cash flows from operating activities reported in the cash flow
statement.
Disclaimer of Opinion on the Results of Operations and Cash
Flows
Because of the significance of the matter described in the Basis for
Disclaimer of Opinion paragraph, we have not been able to obtain
sufficient appropriate audit evidence to provide a basis for an audit

3
In circumstances when the auditor also has responsibility to express an opinion on the effectiveness of internal control in conjunction with the audit of the financial statements, this sentence
would be worded as follows: "In making those risk assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances." In addition, the next sentence,
"Accordingly, we express no such opinion." would not be included.
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opinion on the income statement and the cash flow statement. Accordingly, we do not express an opinion on the results of operations and
cash flows for the year ended December 31, 20X1.
Opinion on the Financial Position
In our opinion, the balance sheet presents fairly, in all material respects, the financial position of ABC Company as of December 31,
20X1, in accordance with accounting principles generally accepted in
the United States of America.
Report on Other Legal and Regulatory Requirements
[Form and content of this section of the auditor's report will vary depending on the nature of the auditor's other reporting responsibilities.]
[Auditor's signature]
[Auditor's city and state]
[Date of the auditor's report]
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Appendix E—AU-C Section 810: Illustrative Report on
Summary Financial Statements—An Adverse Opinion
The following is an illustrative audit report on summary financial statements
with an adverse opinion encompassing the requirements in AU-C section 810,
Engagements to Report on Summary Financial Statements (AICPA, Professional Standards).
Illustration—An Adverse Opinion Is Expressed on the Audited
Financial Statements (as a Result of the Adverse Opinion on
the Audited Financial Statements, It Is Inappropriate to Express, and the Auditor Does Not Express, an Opinion on the
Summary Financial Statements)
Circumstances include both of the following:

r
r

An adverse opinion is expressed on the audited financial
statements. As a result of the adverse opinion on the audited financial statements, it is inappropriate to express,
and the auditor does not express, an opinion on the summary financial statements.
Criteria are developed by management for the preparation of the summary financial statements and are adequately disclosed in Note X. The auditor has determined
that the criteria are acceptable in the circumstances.

Independent Auditor's Report on Summary
Financial Statements
[Appropriate Addressee]
Management derived the accompanying summary financial statements, which comprise the summary balance sheet as of December 31,
20X1, the summary income statement, summary statement of changes
in stockholders' equity, and summary cash flow statement for the year
then ended, and the related notes, from the audited financial statements of ABC Company as of and for the year ended December 31,
20X1. Management is responsible for the preparation of these summary financial statements on the basis described in Note X.
In our report dated February 15, 20X2, we expressed an adverse audit
opinion on the financial statements of ABC Company as of and for
the year ended December 31, 20X1. The basis for our adverse audit
opinion was [describe basis for adverse audit opinion]. Our adverse
audit opinion stated that [describe adverse audit opinion].
Because of the significance of the matter discussed above, it is inappropriate to express, and we do not express, an opinion on the summary
financial statements of ABC Company as of and for the year ended
December 31, 20X1.
[Auditor's signature]
[Auditor's city and state]
[Date of the auditor's report]
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